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Table

4.5

PROPERTIES BY DEBT STATUS AND SOURCE OF FUNDS:
AREAS OF ST. JOSEPH COUNTY, 1974

Percentage Distribution of Properties

Central South Bend
Debt Status or South Bend Mishawaka Remainder |[St. Joseph
Type of Lender Core Inner Ring Fringe and Suburbs | of County County
Debt Status of Property
Owned free and clear 64.9 52.5 48.0 59.8 69.9 58.4
Mortgaged 24.1 33.1 44.3 31.6 24.5 31.1
Purchased on land contract 10.4 13.7 6.0 8.2 5.6 9.9
Not reported .6 .7 1.7 4 - .6
Total 100.0 100.0 100.0 100.0 100.0 100.0
Mortgaged Properties by Source of Funds
Institutional, FHA or VA 35.7 29.5 50.0 17.8 1.6 28.3
Institutional, other 61.5 64.7 46.6 78.7 90.4 67.3
Previous owner 1.4 4.0 1.7 2.8 - 2.6
Friend or relative 1.4 1.8 1.7 .7 6.4 1.7
Not reported - - - - 1.6 .1
Total 100.0 100.0 100.0 100.0 100.0 100.0
Number of Properties
All properties 2,059 2,814 934 2,678 804 9,289
Mortgaged properties 497 933 414 847 197 2,888

SOURCE:
NOTE:

Tabulated by HASE staff from records of the baseline survey of landlords in Site II.

Areas within St. Joseph County are delineated on p. 46. Entries are based on sample

data provided by owners of 1,622 rental properties, including 526 whose properties were

mortgaged.
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Table 4.6

OWNER-OCCUPIED HOMES WITH INDEBTEDNESS BY TYPE OF DEBT AND SOURCE OF FUNDS:
AREAS OF ST. JOSEPH COUNTY, 1974

Percentage Distribution of Properties

Central South Bend

Type of Debt and South Bend | Mishawaka | Remainder {St. Joseph
Source of Funds Core Inner Ring Fringe and Suburbs | of County County
Debt Imcurred 1960-69
Mortgage:
Institutional, FHA or VA | 32.6 85.3 66.0 48.1 2.6 52.5
Institutional, other 12.8 5.0 31.9 44.1 53.8 34.8
Previous owner - - 2.1 - - .5
Friend or relative 6.4 - - 1.0 15.4 2.0
Not reported - - - - - -
Land contract 48.2 9.7 - 6.8 28.2 10.2 .
Total 100.0 100.0 100.0 100.0 100.0 100.0 oA
: T
Debt Imcurred 1970-74
Mortgage:
Institutional, FHA or VA 27.2 42.7 36.2 37.0 15.6 34.9
Institutional, other 8.8 28.9 56.2 56.7 65.2 51.3
Previous owner .8 - - - - -—
Friend or relative - 3.0 - 1.0 - .8
Not reported 9.5 -— - - - .5
Land contract 53.7 25.4 7.6 5.3 19.2 12.5
Total 100.0 100.0 100.0 100.0 100.0 100.0
Number of Properties
Debt 1incurred 1960-69 1,034 1,439 3,052 6,397 775 12,697
Debt incurred 1970-74 753 2,204 4,905 6,441 1,554 15,857
SOURCE: Tabulated by HASE staff from records of the baseline survey of homeowners in Site IT.
NOTE: Areas within St. Joseph County are delineated on p. 46. Entries

data from owners of 113 homes with debt incurred between 1960 and 1969 and

incurred between 1970 and 1974.

are based on sample
149 homes with debt



Table 4.7

RENTAL PROPERTIES WITH INDEBTEDNESS BY TYPE OF DEBT AND SOURCE OF FUNDS:
AREAS OF ST. JOSEPH COUNTY, 1974

Percentage Distribution of Properties

Central South Bend

Type of Debt and South Bend | Mishawaka |} Remainder | St. Joseph
Source of Funds Core Inner Ring Fringe and Suburbs | of County County
Debt Imcurred 1367-£3
Mortgage:
Institutional, FHA or VA 25.6 21.4 41.9 15.5 -— 22.2
Institutional, other 32.8 44.3 38.6 56.6 78.3 47.0
Previous owner 2.9 6.4 3.3 3.5 - 4.2
Friend or relative - 2.0 3.3 1.6 - 1.6
Not reported - - - - 3.3 .2
Land contract 38.7 25.9 12.9 22.8 18.4 24.8
Total 100.0 100.0 100.0 100.0 100.0 100.0
Debt Imcurred 1970-74
Mortgage:
Institutional, FHA or VA | 23.2 17.7 43.4 10.2 2.5 18.2
Institutional, other 50.3 45.8 44.5 65.6 67.5 53.6
Previous owner - .7 - 1.0 - .5
Friend or relative 1.8 1.0 - - 6.7 1.1
Not reported - - - - - -
Land contract 24.7 34.8 12.1 23.2 23.3 26.6
Total 100.0 100.0 100.0 100.0 100.0 100.0
Number of Properties
Debt incurred 1960-69 238 501 210 369 92 1,410
Debt incurred 1970-74 380 718 198 581 120 1,997

SOURCE:
NOTE:

Tabulated by HASE staff from records of the baseline survey of landlords in Site II.

Areas within St. Joseph County are delineated on p. 46. Entries are based on sample

data provided by owners of 210 rental properties with debt incurred between 1960 and 1969 and
291 properties with debt incurred between 1970 and 1974.
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loans to land contracts in the inner ring. In suburban areas, investors
shifted slightly from VA and FHA loans to conventional financing.

A land contract is usually the seller's last resort to complete a
transaction when outside financing cannot be obtained. The frequent
use of this device in central South Bend thus indicates that financial
institutions have been reluctant to acquire mortgages there. By 1974
the institutions seemed to be avoiding the inner ring as well as the
core.

Throughout the county, conventional loans seem to be replacing VA
and FHA loans as the preferred institutional type. This shift is
national in scope, the exceptions to which are usually risky loans on
properties in decaying neighborhoods. But in the inner ring of South
Bend, the share of all home purchases financed by conventional loans
rose from 5 percent (1960-69) to 29 percent (1970-74) during the same
time that the incidence of land contracts nearly tripled. A similar
but less emphatic shift occurred in the South Bend fringe. The shift
is best explained by the fact that by 1970 the interest rate ceiling
on FHA loans was below the market rate for conventional mortgages. Ex-
cept in the riskiest areas, lenders were willing to forego FHA insurance
to gain a higher return.

Interest Rates. Except where usury laws prohibit, lenders may com-

pensate for a greater perceived risk of lending in decaying neighborhoods
by charging higher interest rates. In St. Joseph County such a practice
is evident both in central South Bend and in rural areas for conventional
loans to both homebuyers and investors in rental property (see Tables
4.8 and 4.9).

Interest rates have risen considerably over the past 15 years, so
the distributional differences by area may partly reflect differences
in when loans were written. But both in central South Bend and in the
rural area, half the homeowner loans written between 1960 and 1974
carried interest rates of 8.0 percent or more. Only a tenth of those
written on homeowner properties in the fringe of South Bend and a fifth
of those on suburban homes had such high interest rates.

A weaker form of the same pattern prevailed for rental properties

during the latter part of this period (1970-74). Fifty-six percent of
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Table 4.8

CONVENTIONAL FIRST MORTGAGES ON OWNER-OCCUPIED HOMES BY
INTEREST RATE: AREAS OF ST. JOSEPH COUNTY, 1974

Percentage Distribution of Properties
Mortgage Interest Central South Bend | Mishawaka | Remainder {St. Joseph
Rate (%) South Bend Fringe and Suburbs | of County County
Under 7.0 25.8 24,2 42,0 18.3 32.8
7.0 - 7.9 26.5 64.1 35.9 35.1 43.8
8.0 - 8.9 39.1 1.9 15.1 19.7 131
9.0 or more 8.6 9.8 7.0 26.9 10.3
Total 100.0 100.0 100.0 100.0 100.0
Number of properties 768 3,731 6,273 1,411 12,183

SOURCE: Tabulated by HASE staff from records of the baseline survey of home-
owners in Site II.

NOTE: Areas within St. Joseph County are delineated on p. 46. Entries are
based on sample data provided by 98 homeowners with conventional first mortgages
written by institutional lenders between 1960 and 1974. Because of the small
sample size, this table has less detail by area and period than others in the
same series.

the conventional loans written on such properties in central South Bend
and 84 percent in the rural areas carried interest rates of 8.0 percent
or more. 1In the fringe and suburban areas, about half the loans had
such high rates.

Amortization Periods. When lenders lack confidence in a neighbor-

hood's future, they insist on short amortization periods, which in turn
mean higher monthly payments for the borrower. Table 4.10 shows that
financial institutions in St. Joseph County clearly distinguish between
areas in these terms.

Of conventional loans to homeowners in central South Bend written
between 1960 and 1974, 44 percent were to be amortized in less than 15
years—--which could easily be an understatement.* In the fringe and
suburban areas, few loans were of such short duration; even rural loans
had longer amortization periods than those in central South Bend.

* .
A 10-year loan written before 1964 would have matured by 1974
and thus would not have been counted as an outstanding lien.



CONVENTIONAL FIRST MORTGAGES ON RENTAL PROPERTIES BY INTEREST RATE

Table 4.9

AND YEAR DEBT WAS INCURRED: AREAS OF ST. JOSEPH COUNTY, 1974

Percentage Distribution of Properties

Central South Bend

Mortgage Interest South Bend Mishawaka Remainder |St. Joseph
Rate (%) Core Inner Ring Fringe and Suburbs | of County County
Debt Incurred 1960-69
Under 7.0 48.1 57.4 46.9 35.6 23.9 44,4
7.0 -~ 7.9 23.4 28.9 29.6 34.7 40.9 31.5
8.0 - 8.9 19.5 13.7 14.8 29.7 31.0 21.5
9.0 or more 9.0 - 8.7 - 4.2 2.6
Total 100.0 100.0 100.0 100.0 100.0 inn.n
Debt Incurred 1970-74
Under 7.0 6.8 10.3 9.3 10.0 -- 8.7
7.0 - 7.9 33.8 35.3 40.7 39.2 15.6 35.4
8.0 - 8.9 24.0 34.3 41.9 29.7 62.3 33.5
9.0 or more 35.4 20.1 8.1 21.1 22.1 22.4
Total 100.0 100.0 100.0 100.0 100.0 100.0
Number ci FProperties
Debt incurred 1960-69 77 211 81 202 71 642
Debt incurred 1970-74 | 192 329 86 370 77 1,054

SOURCE:
Site II.
NOTE:

Tabulated by HASE staff from records of the

Areas within St. Joseph County are delineated
sample data provided by owners of 126 rental properties
written by institutional lenders between 1960 and 1969;

similar mortgages written between 1970 and 1974.

baseline survey of landlords in

on p. 46.

Entries are based on

with conventional first mortgages
and owners of 200 properties with
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Table 4.10

CONVENTIONAL MORTGAGES BY LOAN AMORTIZATION PERIOD AND TYPE

OF PROPERTY:

AREAS OF ST. JOSEPH COUNTY,

1974

Percentage Distribution of Properties

Central South Bend
Loan Amortization South Bend Mishawaka Remainder | St. Joseph
Period (years) Core Inner Ring Fringe and Suburbs | of County County
Oumer-occupied Homes
Under 15 44 .4 - 6.7 16.7 9.0
15 - 19 - 6.7 17.2 19.4 13.4
20 or more 55.6 83.7 68.3 63.9 70.8
Open - 9.6 7.8 - 6.8
Total 100.0 100.0 100.0 100.0 100.0
Rental Properties
Under 15 62.5 62.9 51.8 44.8 54.9 54.7
15 - 19 17.4 19.1 20.8 26.9 - 20.1
20 or more 14.6 15.3 27.4 20.6 15.3 18.3
Open 5.5 2.7 - 7.7 29.8 6.9
Total 100.0 100.0 100.0 100.0 100.0 100.0
Number of Properties
Owner-occupied homes 908 3,131 6,451 1,432 11,922
Rental properties 253 529 168 583 144 1,677

SOURCE:

and landlords in Site II.

NOTE:

Areas within St. Joseph County are delineated on p. 46.

Tabulated by HASE staff from records of the baseline surveys of homeowners

Entries are based

on sample data provided by 98 homeowners and owners of 323 rental properties with
conventional first mortgages written by institutional lenders between 1960 and 1974. Be-
cause of small sample size, less area detail is shown for the homeowners than for the
owners of rental properties.
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The pattern is similar but less pronounced for conventional loans
on rental properties, which typically have shorter amortization perioeds

than homeowner loans.

Variation in Institutional Policies

Lending institutions in St. Joseph County do not follow a '"party
line" in their policies. As some withdraw from an area, others may
move in because of different judgments about risks or because they have
more loanable funds. Thus despite major geographical shifts in lending
by individual institutions between 1971 and 1975, the overall distribu-
tion of conventional loans hardly changed,

Table 4.11 shows the distribution by area of conventional mortgage
loans written by each of the seven largest commercial banks and savings
and loan associations in the county, first in 1971, then in 1975. The
data cover both homeowner loans and those on rental properties and may
include a few nonresidential loans.

Two of the institutions were inactive in the core area both years,
four apparently reduced loan placement there, and one doubled its lend-
ing on core area properties.

Over the same interval, three of the four institutions that re-
duced their lending in the core also did so in the inner ring of South
Bend, but the fourth maintained activity there. One firm that avoided
the core also reduced its lending in the inner ring, and one that main-
tained its lending level in the core cut back in the ring.

Despite the predominant pattern of reduced lending activity in
the core and inner ring, the overall drop was slight. The reason is
that one firm more than doubled its lending in the central area, off-
setting the diminished activity of the others. But by 1975 only one
of the seven institutions was very active in the core, limiting the
area's sources for residential mortgages if not the availability of

funds.

FHA-Insured Loans

The seven institutions discussed above do not write FHA-insured

loans, leaving them to mortgage bankers. In 1971 about 600 such loans
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Table 4.11

CONVENTIONAL FIRST MORTGAGES WRITTEN BY SEVEN MAJOR LENDERS,
BY LOCATION OF PROPERTY: 1971 AND 1975

Number of loans by Location of Property
Central South Bend
Lending South Bend | Remainder | St. Joseph
Institution | Core Inner Ring Fringe of County County
Loans Written in 1971
A 2 27 145 298 472
B 18 45 34 92 189
C 9 16 31 64 120
D 12 34 67 77 190
E 1 12 65 92 170
F 7 23 28 83 141
G 8 10 5 38 61
Total 57 167 375 744 1,343
Loans Written in 1976
A 3 20 126 238 387
B 41 78 90 168 377
C 2 3 61 147 213
D 8 35 68 82 193
E - 8 45 103 156
F 2 12 30 81 125
G 5 6 16 37 64
Total 61 162 436 856 1,515

SOURCE: Tabulated by the Indiana Public Interest Research Group
from mortgage records maintained by the St. Joseph County Recorder's
Office.

NOTE: Areas of St. Joseph County are delineated on p. 46. Entries
are based on all recorded mortgage loans made to individuals by each
of four commercial banks and three savings and loan associations, ex-
cluding loans for more than $100,000. Some loans could be secured by
nonresidential properties.

were written in St. Joseph County. During 1974 and the first half of

1975, about 700 were written: on an annual basis, the second figure is

only 78 percent of the first.
Table 4.12 shows how the loans were distributed by area. The

changes are too small to suggest any substantial shifts in the reliance

on FHA insurance as a safeguard against risk.
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Table 4.12

FHA-INSURED LOANS BY LOCATION OF PROPERTY: 1971 AND 1974-75

Distribution by Location of Property
Central South Bend
South Bend | Remainder | St. Joseph
Year and Item Core Inner Ring Fringe of County County
1971
Number of loans 39 125 190 229 583
Percent of total 6.7 21.4 32.6 39.3 100.0
1974-75

Number of loans 26 188 256 209 679
Percent of total 3.8 27.7 37.7 3n.8 100.0

SOURCE: Tabulated by the Indiana Public Interest Research Group from
records maintained by the Federal Housing Administration (FHA), Indiana-
polis.

NOTE: Areas of St. Joseph County are delineated on p. 46. Entries are

based on loans insured by the FHA during calendar 1971 and during January
1974 through June 1975. Only loans insured under Sec. 203 of the National
Housing Act are included. About 3 percent of those on record could not be
located with enough precision to include in this tabulation.

POLICIES TOWARD PROPERTIES

Even though institutional lenders seem to disfavor central South
Bend, their reluctance to lend there may reflect the quality or con-
dition of properties in older neighborhoods rather than neighborhood
characteristics per se. In our interviews with lenders, we found them
more concerned about a property's value than its underlying character-
istics.

Six of the largest institutions acknowledged that they avoided
lending on inexpensive homes. In 1974, five would not write a loan
for less than $10,000 and the other had a minimum of $15,000. In two
cases, the minimums were adopted during (and allegedly because of) the
1974 shortage of loanable funds; but in the spring of 1976, when funds
were plentiful, none of the six institutions were considering reducing
their minimums.

These policies do not necessarily reflect risk appraisal. Servic-

ing costs are about the same for large and small loans; so unless a
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premium is charged for the latter, they are less profitable. When
funds are in short supply, the lender would naturally prefer the larger
loans.

Because of general price inflation, it is difficult to say whether
policies with respect to loan minimums have changed actually or only
nominally. Table 4.13 compares the sources of financing for residential
properties purchased between 1969 and 1974 with corresponding data for
those purchased earlier. An increasing proportion of the properties
selling for less than $10,000 is clearly being financed by land con-
tracts, but the proportion of all sales in that price range dropped
from 60 to 31 percent of the total between the two periods. The abso-
lute number of such sales financed by land contracts increased by a
fourth.

However, even during the period 1969-74, three-fourths of the
sales of homes valued at less than $10,000 were fihanced by mortgage

loans, of which at least 60 percent were written by commercial banks

Table 4.13

RESTDENTIAL PROPERTIES BY PURCHASE PRICE AND TYPE OF DEBT:
PROPERTIES PURCHASED PRE-1969 AND 1969-74

Number of Properties by Type of Debt | Percentage Distribution by Type of Debt

Purchase Price Institutional Land . Institutional Land
of Property ($) First Mortgage Contract Total First Mortgage Contract Total

Purchased before 1969
Under 10,000 15,221 1,364 16,585 91.8 8.2 100.0
10,000 - 14,999 6,617 97 6,714 98.6 1.4 10n.0
15,000 - 19,999 2,319 17 2,336 99.3 .7 100.0
20,000 or more 2,000 30 2,030 98.5 1.5 100.0
Total 26,517 1,508 27,665 94.5 5.5 100.0
Purchased 1969-74

Under 10,000 5,165 1,723 6,888 75.0 25.0 100.0
10,000 - 14,999 3,800 345 4,145 91.7 8.3 100.0
15,000 - 19,999 3,591 104 3,695 97.2 2.8 100.0
20,000 or more 6,822 360 7,182 95.0 5.0 100.0
Total 19,378 2,532 21,910 88.4 11.6 100.0

SOURCE: Tabulated by HASE staff from records of the baseline surveys of homeowners and
landlords in Site T1.

NOTE: FEntries are based on sample data provided by 138 homeowners and 235 landlords who
bought their properties before 1969, and 102 homeowners and 271 landlords who bought their
properties between 1969 and 1974. Properties that were debt free in 1974 and those with
noninstitutional mortgage loans are excluded.
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or savings and loan associations. The minimums imposed in 1974 will

surely restrict the institutional share of this market.

POLICIES TOWARD LOW-INCOME HOUSEHOLDS

Because low-inecome households usually can afford only low-valued
homes, it is difficult to judge whether property standards or income
standards control lenders' decisions. Data from our 1975 survey of
homeowners indicates that those with 1974 mortgage balances of under
$10,000 were much more likely to have noninstitutional financing than
those with larger mortgages, but we cannot link this faet directly to
lenders' policies toward their incomes.

We do know from HAO records that mortgage banks have been willing
to lend to persons with an income of less than $6,000 even though it
consisted entirely of welfare benefits and housing allowances. These
loans have been insured by the FHA, eliminating most of the lenders’
risk. The commercial banks and savings and loan associations do not
write FHA-insured loans; and their minimum mortgage amounts would
eliminate some low—income applicants. They clearly do not participate
in loans to HAO clients, but may accept some low-income applicants.

In their interviews nearly all lenders stressed the importance of
a good credit rating, regardless of income. The FHA also checks credit
histories very carefully and is apparently willing to insure loans to
those with a good rating even if they have quite a low income, provided

it is prospectively stable.

SUMMARY AND PROSPECTS

Financial institutions are the primary source of residential capital
in St. Joseph County, but the use of land contracts and private mortgages
seems to be increasing there, especially for inexpensive homes in central
South Bend and rural areas. Mortgage banks are becoming increasingly
important in residential finance, while savings and loan associations
are losing ground. Commercial banks have been more inclined to finance
rental properties than owner-occupied homes.

The shortage of mortgage money in late 1974 and early 1975 curtailed

lending by the commercial banks and savings and loan associations, both
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of which were then losing savings deposits. Mortgage banks were the
most active lenders during that period, importing loanable funds from
other states. They were also the only institutions willing to write
FHA-insured loans. Interest rates were in the range of 9.0 to 10.5
percent. Since then, loanable funds have become more plentiful, and
lending activity has increased.

The shortage of mortgage money may have temporarily curtailed home
purchases by HAO clients. Another adverse factor is the evident aver-
sion of institutional lenders to properties in central South Bend, where
inexpensive homes are most abundant., This aversion is reflected in
fewer loans, shorter amortization periods, and higher interest rates
there as compared with certain other parts of the county. In 1974, five
of the largest lenders adopted loan minimums of $10,000 and a sixth
adopted one of $15,000.

FHA-insured loans written by mortgage banks appear to be the only
institutional financing consistently available to HAO clients and low-
income households generally. The salient requirements for these loans
are a good credit history, a prospectively stable income (even if from
transfer payments), and a property that meets FHA standards of housing
quality. Alternatively, HAO clients and other low-income households
can sometimes finance a purchase by means of a land contract held by
either the previous owner or a broker acting as intermediary.

During the second year of the allowance program, we do not expect
many changes in these lending patterns, despite the increased supply
of loan funds. Home purchase by program participants is not likely to
become so common as to alter lenders' policies toward decaying neigh-
borhoods, inexpensive properties, or low-income borrowers. On the other
hand, so long as FHA policies favor HAO clients as they now do, home

purchase will be a genuine option for renters in the allowance program.
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V. INTERMEDIARIES' VIEW OF THE ALLOWANCE PROGRAM

Although few market intermediaries in St. Joseph County have had
extensive contacts with the HAO or its clients, nearly all know about
the allowance program and many have reached at least tentative judg-
ments about its probable effects on their businesses and on the com-
munity. Whether or not these judgments are sound is probably less
important for the future of the program than is the fact that a number
of the intermediaries are influential in the community. It is there-
fore important to know about the views expressed in the course of our
interviews with selected members of these groups.

The reader should keep two points in mind as he assesses the ma-
terial presented below. First, the respondents do not constitute a
probability sample of persons active in their respective industries,
but were selected as those who were best informed because of their
firm's prominence in the local market or in the special market for low-
valued properties. Second, the views summarized below were elicited
in the course of relatively unstructured interviews, not by obtaining
responses to a carefully constructed attitude questionnaire.

Given the sample sizes and the topics covered, we doubt that a
more scientific survey would have been more fruitful. Establishing
rapport with the respondents so as to encourage frankness was the more
important objective and one that was, we think, achieved. What we can
report from this part of our survey is the variety of opinions and the
logic used to support them. We cannot offer strong conclusions about

the prevalence of given opinion within the population of interest.

VIEWS OF REAL ESTATE BROKERS

During our interviews with 14 real estate brokers, we encountered
a variety of informed and uninformed opinions about the allowance pro-
gram. Most of our respondents approved the basic structure of the
program, comparing it favorably with public housing and the mortgage
interest subsidies provided in recent years to homeowners and rental

properties under Secs. 235 and 236 of the National Housing Act. They
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generally agreed that market effects, both good and bad, were con-

fined to the rental market, home sales being essentially unaffected.

Program Design

Those who approve of the program especially favored the idea of
direct subsidies to households, as well as the annual recertification
of a household's eligibility and a dwelling's condition. They thought
the money the program injects into the housing market might lead to
improvements in substandard housing and help stabilize low-income
neighborhoods.

Others expressed negative views. Two opposed the program because
it gives away taxpayers' money. Three others favored the program but
suggested changes in its design, including greater emphasis on housing
maintenance and a stronger residency requirement.* Although most of
the respondents were impressed by the efficiency of the HAO, one thought
it was poorly run. Three brokers complained about misplaced emphasis
in the housing evaluation standards, one saying the HAO's obsession

with handrails is ludicrous.

Market Effects

According to our respondents, the program had mainly affected the
rental market, even though about half the participants are homeowners.
Only two of those interviewed specialized in rentals, but others also
had opinions about the program's effects on the rental market. Those
opinions diverged sharply.

One respondent thought the program was improving rental properties.
He argued that most landlords have small holdings and do not seek large
returns. Those with allowance-assisted tenants have been able to fix
up their units and raise rents just enough to cover the added costs.

Both the tenants and the housing stock have benefited.

*Since September 1975, households moving into St. Joseph County
after the start of the program have been enrolled on the same basis
as prior residents. There is no evidence of inmigration motivated by
the availability of allowance benefits.



—64—

Another conceded that the program may have marginally improved
the housing stock, but did not think it had increased the regularity
of rent payments or otherwise improved tenant behavior.

Two brokers specializing in the rental of single-family houses
saw no benefits from the program. They reported negative experiences
with allowance recipients, involving nonpayment of rent, poor house-
keeping, hostility, and vandalism. Neither plans to rent to HAO clients
in the future. Both thought the allowance program, by enabling poor
families to compete for well-kept dwellings formerly beyond their means,
might cause as much damage as improvement to the county's housing stock.
Further, they claimed that many landlords had also reached this con-
clusion.*

None of the brokers thought the program had prompted real estate
speculation. Prior to the program, there were occasional speculative
purchases of older homes for improvement and resale, but these activ-
ities have not noticeably increased since the program began. No one
expected the program to generate a large volume of home purchases (and
in fact it has not done so0).

Neither did the brokers associate any recent changes in home prices
or rents with the allowance program, even in central South Bend where
participation is relatively high. Some brokers thought property values
in the near west side had stabilized after a long period of decline;
home values in a few smaller areas of central South Bend (e.g., Belle-
ville and the Portage-Cleveland neighborhood) were even thought to be
increasing. However, the brokers associated these market changes with
general price inflation, greater acceptance of racially different

neighbors, and general market conditions—--not with the allowance program.

VIEWS OF MORTGAGE LENDERS

We interviewed 18 representatives of mortgage lending institutionms.
Six viewed the allowance program favorably, five disapproved of it, aund

seven had no opinions. The lenders also diverged widely in how they

*
This claim should be verifiable from analysis of data from the
survey of landlords, Wave 2 and subsequently.
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would count allowance payments when appraising a loan application.
So far as we can tell, neither lenders' attitudes nor their lending

criteria changed much during the first program year.

Program Design

The six lenders who approved of the allowance program were attracted
by its emphasis on housing improvements, the aid it offers to elderly
persons, and its potential role in stabilizing the community's housing
stock and neighborhoods. They hoped the program's administrators would
be able to prevent its abuse by the undeserving.

The five negative opinions varied from qualified to total dis-
approval. One critic stressed the tax burden of such transfer programs,
and another stressed the attempted frauds he had uncovered in his efforts
to make mortgage loans to allowance recipients.* Several accepted the
program as a worthwhile experiment in St. Joseph County, but had reser-
vations about the cost of a national program. Suggestions for program
improvement included teaching participants how to maintain their homes

and guaranteeing participants' obligations to mortgage lenders.

Allowances and Mortgage Credit

The housing allowance formula increases entitlement as other income
decreases and the reverse, although the change in allowance entitlement
amounts to only a fourth of the change in income. However, lenders
differed in how they would treat allowance entitlement in calculating a
recipient’'s ability to repay a loan.

One lender said he would not count the allowance at all. Nine
would count it as equivalent to nonallowance income and assume that 20
to 25 percent of all income (including the allowance) would be available
for housing expenses. Three follow the FHA's treatment of the allowance,
subtracting it from housing expenses; this rule gives allowances greater

leverage than nonallowance income in establishing creditworthiness. Two

*This lender, who has a good working knowledge of the program rules,
reported three cases in which HAQO clients reported higher incomes to him,
in an attempt to obtain home purchase financing, than would allow them
to be allowance recipients,
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others said they had no ideas on the subject inasmuch as they had

never dealt with a loan applicant who was in the program.

SUMMARY AND PROSPECTS

A number of the 14 real estate brokers and 18 mortgage lenders
we interviewed in April and May of 1976 reported little or no contact
with the HAO or its clients and consequently had few strong opinions
about the allowance program. Those with greater involvement were
brokers specializing in rentals and sales of low-valued properties,
and mortgage bankers who made FHA-insured loans to a few program par-
ticipants. Their views ranged from mild enthusiasm to adamant opposi-
tion, sometimes on ideological grounds but more often because of their
experiences with the program during its first year.

Over time, we expect that more of the market intermediaries will
learn about the program through their ordinary business transactions,
but we see few reasons to expect their views to differ from those we
elicited in 1976. One factor that may lead to more positive views is
that an increasing share of program participants are whites with
slightly higher incomes than the blacks who enrolled so heavily during
the program's first year. It is also possible that the increased num-
ber of participants will make their activities in the market more
conspicuous, so that market trends, whether good or bad, will mbre
often be attributed to the program. Finally, it seems likely to us
that lenders' treatment of allowance payments will converge if loanable

funds become superabundant.
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